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GENERAL ACCOUNTING OFFICE
Lax systems of accounting and internal control are resulting in
billion dollar losses of federal dollars through fraud, waste
and abuse according to a recent report by the GAO. A review
of 11 federal agencies turned up weaknesses in almost every
aspect of their accounting systems. According to the report,
adequate internal audit coverage could have detected most of
the deficiencies found, allowing management to correct them.
The GAO is urging the enactment of S. 3026, the Financial
Integrity Act, which would require agency heads to undertake
evaluations of their organization’s systems of internal con
trol and report annually to the Congress, and the President,
the results of such evaluation. Additionally, the legisla
tion would strengthen the accountability aspects of the
Accounting and Auditing Act of 1950 (see the 8/11/80 Wash.
Rept.). Copies of the report FGMSD 80-65 are available from
the GAO at 202/783-3238.
SECURITIES AND EXCHANGE COMMISSION
The SEC's third annual Report to Congress on the Accounting Pro
fession and the Commission's Oversight Role, a self-described
"i nterim assessment", was forwarded to the Congress on 8/29/80
by SEC Chairman Harold Williams. This 100 page Report des
cribes the profession's self-regulatory initiatives, highlights
the major activities and developments of the preceding year
and incorporates the "final agreement" between the SEC and
the AICPA's SEC Practice Section on the question of Commission
access to peer review working papers. The Report states: "The
Section and the Commission have now reached an arrangement
which we believe assures the Commission sufficient access to
peer review working papers to meet fully its oversight respon
sibilities, while at the same time accommodating the legitimate
client confidentiality and proprietary concerns expressed by
the Section's membership." The Commission acknowledged
the "effective leadership displayed by the Public Oversight
Board" and the "events which evidence a meaningful committment
on behalf of the Section (AICPA SEC Practice Section) and the
Public Oversight Board." Restating its position that "effec
tive and meaningful self-regulation is still dependent upon
future developments", the SEC characterized current efforts
as deserving of the continued support of the Congress and the
Commission.
In some contrast to recent public statements by SEC Chairman
Harold Williams, the SEC staff released a 700 page report which
^details changes needed to strengthen corporate accountability."
This report is the result of a three year study, and according
to the staff release 9/4/80, will require "additional rulemaking by the Commission and perhaps legislative proposals" if
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progress to strengthen the mechanisms of accountability is not
forthcoming. SEC Chairman Harold Williams in an 8/8/80 appear
ance before the Graduate School of Administration, Rice Univer
sity (see the Wash. Rpt., 8/18/80) on the subject of corporate
governance, stated that he was "opposed to Federal chartering
of corporations or regulatory action to charter corporations."
Chairman Williams had previously remarked that "we need to
concentrate on improving the overall effectiveness with which
the present system functions rather than experiment with a
totally new system of accountability."
In a related matter, the Senate Subcommittee on Securities
Committee on Banking, Housing and Urban Development, will
convene a hearing to begin a general discussion of S. 2567,
the "The Protection of Shareholder's Rights Act of 1980." This
bill was introduced by Sen. Howard Metzenbaum on 4/16/80, and
is described by Sen. Metzenbaum as a "minimum standards" bill.
The tentative date for the hearing is 9/22/80, but it could
occur earlier.
A limited accord on the enforcement of the anti-bribery provisions
of the Foreign Corrupt Practices Act (FCPA) between the Depart
ment of Justice and the SEC will occur as a result of a recent
policy reversal announced by the SEC (see the 9/5/80 Fed. Reg.,
pp 59001-6). The DOJ instituted a FCPA Review Procedure on
3/24/80, which allowed businessmen and other professionals to
seek guidance on the meaning and application of the Act's anti
bribery provisions. DOJ would review the details of the pro
spective transaction to occur overseas and advise the party as
to whether DOJ would institute criminal enforcement proceedings
if the transaction were undertaken. The SEC has agreed, "as a
matter of prosecutorial discretion", not to initiate civil pro
ceedings in a situation where the party (a publicly-held com
pany) has sought and received a favorable opinion from DOJ.
The SEC concurrence applies to DOJ Opinions obtained prior to
5/31/81. At that time, the SEC will determine if the DOJ exper
ience justifies continuation of the SEC policy. The FCPA Review
Procedure is not available for matters related to the record
keeping provisions of the Act.
TREASURY, DEPARTMENT OF
Strict regulations for practioners providing opinion letters for the
promotion of tax shelters were recently issued by the IRS (see
the 9/4/80 Fed? Reg., pp. 58594-98) to deal with abusive tax
shelters. The IRS has identified approximately 25,000 abusive
tax shelters involving 190,000 returns and $5.1 billion
in adjustments. An abusive tax shelter is one typically des
cribed as a transaction without any significant economic pur
pose other than the generation of tax benefits, that involves
exaggerated valuations and otherwise mischaracterizes critical
aspects of the transaction. The proposed regulations set out
standards for opinion writers, including section 10.52, which
provides for disbarment or suspension from practice before the
IRS for violations of the regulations. The main provisions of
the proposal require the practioner writing an opinion "to

-3exercise due diligence in representing the facts and Federal tax
aspects of the transactions, and in assuring that the opinion is
accurately and clearly described in any discussion of tax aspects
appearing in the offering materials" and to provide an opinion
"only if the opinion concluded that it was more likely than not
that the bulk (meaning substantially more than 51%) of the tax
benefits on the basis of which the shelter had been promoted are
allowable under the tax law." Written comments are requested by
11/3/80. For additional information, contact Mr. Leslie Shapiro
at 202/376-1767.
"Legal services" should be strictly limited according to testimony by
the AICPA at a 9/4/80, IRS hearing on qualified group legal ser
vices plans. Under the proposed regulations, the definition of
legal services includes only those services performed by a lawyer,
or those services performed under his direction or control. How
ever, such services as tax and financial planning can be legally
performed by a CPA acting on his own, as well as by attorneys,
and yet, in that instance, would not be includable as part of a
qualified group legal services plan. The AICPA recommends that
the statutory term "legal services" be strictly construed to mean
services that can only be legally performed by a lawyer. This
will eliminate the discriminatory treatment of the proposed regu
lations in favor of attorneys and allow equal treatment where the
same service is legally performed by other professionals.

For additional information contact:
Jim Kovakas, Gina Rosasco, Nick Nichols
or Kathee Baker at 202/872-8190
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